By R. DAVID BELLI and JULIUS N. FREIDLIN

U.S. Direct Investments Abroad in 1970

The value of 178, direet investments
sbroad inereased by a record $7.1 billion
im 1970 to $75.1 billion at vearend. The
inerease reflected large capital outflows
and substantial reinvested earnings of
foreign affiliates. Corporate claims other
than direct investments rose slightly,
On the other hand, the US. share of
earnings of foreign afiliates and fees and
royalties from affiliates totaled S10.8
hillion, while U8, corporations borrowed
$2.0 hillion abroad. The net flow result-
ting from these identifiable transactions
by U.B. corporations had g net favorable
balance of payments impaet of 26,1
billion in 1970,

THE book wvalue of U.S. direct in-
vestments abroad increased by a record
87.1 billion in 1970 to 378.1 billion at
vearend, when it accounted for 47
percent of the value of all U.S. foreign
assets (see “The International Invest-
ment Position of the United States,
Developments in 1970, p. 19). The
large 1870 increase, $1.0 billion greater
than in 1969, resulted primarily from
accelerated outflows of direct invest-
ment capital which totaled $4.4 billion
in 1970. (The total includes financing
of direct investments through the use
of both funds raised in the United
States and funds raised abroad by U.S.
corporations.) Reinvested earnings of
U.S.-owned foreign corporations totaled
52.9 billion in 1970, a small incresse
over 1966. Valuation adjustments, most-
ly associated with liquidations of exist-
ing holding, resulted in a net reduction
in the investment position of $0.2 billion
in 1970; in 1969 such adjustments
resulted in a $0.2 billion increase in the
investment position.

Note—Data for this article were prepared
under the supervigion of Julius N. Freidlin
with significant contributions from Zalie V.

Warner, Richard L. Smith, and Helen R.
Goswellan.

Most of the inerease in direct in-
vestments took place in the developed
eountries, with manufacturing affilintes
receiving the major share (table 2).
Direct inveatment capital outflows were
substantially larger in 1970 than in
1969 for most aresn and industries,
while additions to investments through
reinvested earnings showed consider-
able industry and area variation. There
was a sharp decrease in reinvested
earnings of manufacturing affiliates as
earnings were held down by a wide-
gpread economic slowdown, particu-

larly in developed countries, but income
paid out from earning in the form of
interest, dividends, and branch earnings
grew. Petroleum affiliates, on the other
hand, had an increase of $0.5 billion in
reinvested earnings; earnings rose by
about that amount and income showed
little change. Earnings of patrolenm
affiliates rose despite higher costs in
producing areas (developing countries)
as these increased costs were offset by
higher prices in consuming areas (de-
veloped countries).
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Annual Additions to Direct Investments Abroad by Industry and Major Area
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Fable 1.=Flows of Selocted U1.5. Corporate Funds Releied to Direst Fnveatmanty Abroad—Changes in Forelgn Awcla and Linbilies,
Adfused Earnitgs, and Fean and Royalties
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Much of this articls i= dovetad to a
more datniled disenssion (by area and
industry) of the incraage in U S. direct
investments abroad in 1970, the enrn-
inps penernted by direct investments
wnd the incame received by owners.
Praceding that diseussion is an analysis
of the impact of U.S. direct investments
ond ralated transastions {insofar as they
con be identified} on the balanee of
payments.

DMirect Investments and
Associated Flows

Tuble 1 presents figures on o number
of the importont identifizble flows
pesocinted with chenges in U3, direct
investment nssata nbroad; it shows how
auch flows offect the balance of poy-
ments ns mensured on the eoffieial
reserve trensnotions basis. Baolanes of
peyments signs are ussd and  thus
increases in U5, assetz abroed or
decrenses in 11.S, liabilities ars shewn as
minuses. Tha total chonge in the direet
mvestment pasition is broken down into
three paris: Dirset invesiment eapitnl
flows, Teinvested enrnings, and valustion
adjustments, Chonges in other UL
corporate cloims on foreignoers are also
shown. Some of the divect investment
copitnl flows arve finnnced by foreign
borrowings of T.5. corporations. Bor-
yowing includes new iasues of securitics
by TS, sarporntions sbroad and chonges
in other liabilities of U.S. corporntions
to loreigners. Borrowed funde that are

Tabte $==Mat Capital Flows Between Prl-
macy amd Secondoary Forsign Afliates
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not immedintely used to finanee direct
investmants or repntriated to the Tnitad
States may be left on deposit abroad,
whieh wonld incrense “other corporate
claims.™

A balonce of peyments annlyeis of the
impact of direct investments muat also
faltn into neeount the US. shore of
earnings of foreipn affilintes, as wall as
the fees and royalties received from
tham. Earnings are divided into those
thot ars reinvested (squivalent to
reinvested earnings in the change in the
direct investment position) and thoss
that are paid (or cradited) to U5
owaers which have a favorable halanca
of payments impact.

The figures in table 1, howevar, do
not give o complete account of the
bulanes of payments impaet of divect
investment. Soma of the ancounis shown
in tha toble include items, puch 2¢
trads creadits, which are not necessarily
relited to direct investments bui con-
not be separetely identified. In addition,
othar items, such as impaorts and axports
of ponda- not shown ab all in the tabla
ure affected by direct investments.

Thae ineranze in the direct investment
position o 1970, an ndverse factor in
torms of balance of payments aceount-
ing, was chout $1.0 hillion lorger than
in 1868, primerily reflecting incraased
outflows of ¢apitel. The magnitude of
the inersase in total investmant wns
probably  nssoeintad with the sub-
stantial growth in plant ond equipment
expenditures by U.B.-owned foreiga
affilintes. The intest OBE data {seso
the September 1971 #emie of the
Svrvey) indicate thot sueh expondi-
tures grew by 21 percent in 1970, Tight
capital markats abrond and o somewhat
slower growth of earnings of foreign
affilintes may bave liwited the amount
of overseas funds avnilable to the
nffiliates, thus encouraging them to uas
fonds from their U.S. parenta éo fnonce
plant and equipmant expenditures.

An outflow of 30.3 billion in 1870
resulted from o net increass in corporate
cluime pther than direct investment, o
slight favorable shift from 1969 flows.
Long-term claims again incrensad im
1970 but by n lesser amount thon in
1969. In both years, notes receivad by
TI.8. parants in payment for liguidation
of direct investments in Latin America

Qetoher 1571

contributed to the increases. As in 1966,
shori-term liquid claims were reducad
substantially as T.8. parent companies
apporently continued to draw on the
proceads of previous foreign borrowings
which had baen 1afé on deposit abrond.
Thase favorable shifts wove partly off-
got by an ndverse shift in nonliquid
short-term  clsima, which rose $0.4
billion in 1970.

Forsigt berrowing by U.S. ¢orporn-
tions totaled 329 billion in 1970, a
$0.% billion increase over 1980, The
maturity structirs of the borrowing
shiftad irom long-term to madinm-
and short-tarm. New isauss of zecurities
fall $0.2 Billion to $0.8 billion. Part of
the decline may hava bean relatad to
tha sharp deap of the U.8. stock muorkat
in tha firet helf of 1970 and the re-
sulting wnattractiveness of U.3. con-
vertible issues to foreigners., Mare im-
portantly, long-term rotes on the Euro-
bond muorkot rose sharply in the spring
of 1970 and gradually decreased in the
gecond half of the year; U.S. ecorpora-
tions may have wishad to postpons
long-term commitmants in anticipation

Tlhl'.e 5==h poquinition amd Soles by Amoris
n Componies of Forcign Enterpriscs!
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of further rate declines. Other long-
term borrowing, mostly medinm-term
foreign  bank loans, increased $0.5
billion to & total of $1.2 billion, and
short=term borrowing rose $0.6 billion
to $0.9 billion. The shift to shorter
term borrowing may also have been
encournged by a change in OFDI
regulations which permitted short-term
borrowing to be used ns an offset to
direct investment outflows provided
there was a renewal provision.

=
Eamings of Foreign Affiliates
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Adjusted earnings® on direct invest-
ments abroad increased by more than
$0.6 billion in 1970 to $8.9 billion,
with gains in interest, dividends, and
branch earnings as well as reinvested
earnings. Fees and royalties from for-
eign affiliates totaled $1.9 billion, an
increase of §0.2 billion.

The net improvement from increased
foreign borrowings, adjusted earnings,
and royalties and lees in 1970 exceeded
the increase in the direct investment
outflows (and the associated adverse
shift in valuation adjustment) by $0.4
billion, with the resulting net inflow on
these items totaling $6.1 hillion.

Country and Industry Distri-
bution of Direct Investments

The increase in the book value of
direct investments in the developed

1. Bee the technlenl note for n discossdon of this eoneept
nnd its relatlon to the other itome sssoniated with arnings.
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eountries of Cannda, Europe, Republie
of South Afriea, Japan, Australia, and
New Zealand was $5.2 billion in 1970,
accounting for three-guarters of the
global increase. The inerease in 1970
was substantially larger than in 1969,
s investments in Europe showed par-
tieularly large gains. In the developing
eountries of Latin America, Africa, and
Asin, the rige in investment was $1.4
billion, virtually the same as in 1069,
with Latin America accounting for
$0.3 billion of the increase and some
diginvestment in the Middle East.
Investments in the international cate-
gory (mosztly shipping and unallocated)
increased 20,5 billion.
Manufaeturing.—The value of direct
investments in manufacturing affilintes
roge $2.7 bhillion to $32.2 billion in 1870
(tables 3, 6A, and 6B, chart 10). The
increase was somewhat smaller than in
1969, as a reduction in reinvested
earnings more than offset increased
capital outflows from the United States.
Manufacturing affilintes in the devel-

CHART |2

Rates of Return ' on U.S. Direct Investments Abroad and

Domestic Manufacturing Excluding Petroleum
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oped countries accountad for $2.4 hil-
linn of the incrasse, with the major
ghara going te Burope and Cannds.
Tha slow poce of economic growth in
thesa countries in 1970 held down
aarnings. This led to reduotions in
roinvasted eernings, but capital out-

SURVEY OF CURRENT BUSINESS

flows inereased subatantially, partieu-
larly in tha paper and {raneportatinn
equipment industriesin Canadn and the
alectrical ang nonelectrical mechinery
induatries in Europe (table 7). Tha
valua of menufacturing investments in
Germany rose very little in 1970, fol-

Oetober 1971

lowing a large inorense in 1969. How-
aver, substontisl inoronses wers Te-
portad for Franee snd the United
Kingdom.

In tha developing countries, manus
facturing investments grew only $0.3
hillion, well below the ingrense for

Tahble GA.~Prelimimary 1970 Data on ULS, Direct Inmvestments Abroad.,
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1066, Almost all of the incranse want to
affilintez located in Latin American
Republics, particularly to those in
Bresil and Mexico.

Petroleum.—The value of direct in-
vestments in the petroloum indusiry
grew by 51.% billien to $21.8 billion in

SURVEY OF CURRENT BUSINESS

1970, almest donble tha 186D increass.
Capitnl  outflowe and reinvasiad
earninga both rose sharply. Vircaally all
the riga in capital flows was channeled
into affiliates in developed countries.
Affiliates in both developed and de-
veloping countriee recorded increasad
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reinvestad enrnings. Tanlter operationa
{in tha internationai categpory} also
ghowed n gain.

About $1.3 hbillion of the mcteased
investment in the petroleum industcy
was made in developed eountriss. The
value of European investments rose
$0.7 billion, much more than in 1989.
Heavy outlays for exploration wnd
developraent of North Sea soncassions,
continuing expansion of refining, stor-
ngo, and mocketing fecilitias, and a
buildup of inventoriss wera contributing
factors. Patroleum investments in
Canadn graw by more than $0.4 billion
in 1970, while investments in affilintes
in Japon, Australia, Mew Zealand, and
Republia of South Africs rose $0.2
hillian.

Potrolenm investments in developing
countries grew $0.5 billion despile o
#$0.2 billion reduction in the Middla
Egat. Affiliatea in the Middle Enst
incrensed shipments of petrolaum prod-
ucls to their US. parenta without
aquivalent increases in payments by
those parent firms. This rajsed the
nat indebtedness of the parent com-
ponies to such affiliates, which is
counted as net capitel inflows From
thet aren and as o reduction in the
volue of U.8. dirsct investments in
the Middle East. Continuing develop-
ment of new ol fields in Alfrico
accountad for a large lovestment in-
cronse in thobt orez. Investments in
the Far Eost elso showed substantial
goins, mainly hecnuse of development
of new offshore felds in Indonesia.

Mining and smelfing.—Direct invest-
ments in the mining ond amelting
indostry rasa almoat $0.5 billion in
1970 to & totel of $6.1 billion at yearsnd.
The 1970 inerease was twice ns lnrgs
na in 1969, as incrensed net capitel
Rows offset sornewhut smaller Teinvested
earnings. Canadian and Australian affil-
intes listed tho lorgest geins B3 mining
investments in developed couniries
rase to 4 totnl of $3.7 billion a6 yearand,

-an ineragse of more then $0.3 billion

ovar 969,

Mining inveatments in developing
couniries grew by over $0.1 billion in
1970 to & totnl of %2.5 billion. Move
than helf of the increass wns in coun-
tries in tha Carribbean erea, primerily
for development of bauxits deposits.
For Latin American Republics, total



34

invegtment in mining and smoelting
sffilintes showad little change in 1070,

Othar indusiries—U.S. divect inveal-
ments in this group of indusiries
(including agriculture, transportation,
public uiilities, trade, and fnones}
rose $2.0 bilhen in 1970 to $17.9
billion, following a $1.7 billion incrense
in 1868. Developed countries accounted
for $1.2 Lillion of the mse, with more
than half going to Europoan affilictes.
In Europe, investments in  irading
sffilintes grow £0.3 billioir, banks and

SURVEY OF CURRENT BUSINESS

finance companies formed soveral now
affilintes, end o number of now hotels
wore acquirsd or under construction.
Investments in Caneda increased $0.3
billion in 1970, with trade and finance
offilictes neoounting for much of thae
growth.

Lo the developing countries, invest-
ments in this group of industries rose
£0.4 billion. Afliates in Latin Ameriea
accountad for most of tha growth,
despite n radustion of $0.1 billien in
volue reaulting [rora the negotinted

Octobar 1971

snle of o utility company to the Chilean
government. Adgitions to investment
in the intarnational category ware $0.4
billion in 1970. Mush of the incresss
went to finanes affilintes inesrporsted
but net demiciled in the Nethsrlands
Antitles, which ars sgents for US.
parent company borrewing in  the
Europsan capital markat. Investmants
in intarnational shipping compenies also
tosse, prebably for use in progress pay-
ments on new vessels under conetruction
in Europesn and Japonzse shipyards.

Tuabls 6B, ~Revised 1965 Data on U, 5. Direct Iovestmoenta Abvoar)
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Earnings

The 11.5. share of earnings on diract
investments abroad {not adjusted) to-
taled $8.7 billion in 1970; this wos 50.6
pilion higher thsn in 1969, a much
smaller increase than from 1963 Lo 1909
{chart 11). Most of tha gain was in
developed countries. Although earnings
of moanufacturing affilintes showed littla
chnnge, higher profits on petrolsum
investmente helped to increase sarnings
there by $0.5 billion to o total of $4.8

SURVEY OF CURRENT EBUSINESS

billion. In developing countries, how-
gver, earnings were 3.7 billion, $0.1
billion lowar then in 1969. Earnings of
the international category rose aboui
$0.2 billion to $0.4 billion.

Due to the slower growth of sarnings
in 1970, the rate of return on all U.S,
direct inveatments abroad dipped from
13.2 perosnt in 106% to 18.1 percent in
1970. Howaver, the yield was still well
nbove the nverage sonual rote of reburn
of 12.6 percent for the 1060's {shart
12). For all industries combined, the

Sploctad Bata Ttems, Comntries, snd Industries
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rate of return on investments in lass
doveloped countries was 21.0 percant,
toughly twice the yisld on investmenis
in the developad arens, Most of ths dif-
ferance, howaver, reflacted the structure
of cartings of petroloum affiliates. Earn-
ings in petroleum produsing countries
{developing) arc cobsistently reported
as higher than those in consuming
countries {daveloped), pertly becauss
of the pricing agresments with the
governments of producing countries.
Yiells on mnnufacturing investments,
on the other hond, were akout the same
for the two arees. In the developed
coantries, the rate of retuyn on manu-
facturing investinents dropped from
13.3 percent te 120 percent in 1970,
in lagz developed countries, it dropped
froma 12.9 parcent to 12.3 parcent.

Even though the rate of return on
fareign manufactuting investments de-
dlined in 1970, it remuined higher than
the yield on compotabla domestic in-
veatmenta. In fact, the gap between
the two widened substantially; the
slowdown in the TUnited States re-
aulted in & much sharpar dadine in the
retuin on domestic investments than
was cxperienced by US.-owned uof-
filiates abroad.

Interest, Dividends, and Branch
Earnings

Direct investment interest, dividends,
ond bronch esrnings—which account
for most of 17.S.~owmners' income from
foreign investments—ioteled $6.0 Lil-
lion in 1970, The incrense of lesa than
%0.4 billion was the smallast since 1986
and just shout half that in 1969, when
unuennlly large dividends were pnid
irom prior yeors' earnings. Such in-
come poid out from investments in
mining, petroleum, and “other in-
dustries” fell siightly in 1970, alter
rogistering gaing in previous yemrs. In
petroleum, the decline occurred despite
the jarge incrense in earnings. On the
other hand, thers was & 30.5 billion
rise in such income from menufooturing
affiliatea, despite the lewveling off of
manufscturing earnings, 18 particulurly
lnrge dividends were received (rom
Eoropean and Canadion nffiliates by a
few mojor U).8. companies. {The coun-
terpart of these shifts in awrnings and
incomea vaeeipte was o shorp inerease in
ratained onrnings by petrolaum of-
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filiztes nnd a sharp decreass in retained
carnings by monufacturing affilintes.)

Direct Investment Royalties
and Fees

Diarect investment royolties and fmes
wre divided into fwoe categories: (1)
RoyiMies, licenss iees, and renisls,
which include parent pompany chorges
ta cover n portion of the funds epent
by U.5. firms for ressareh and develop-
ment of new products mad processes,
and rental fees for the use of tanzible
property; {2} management foss and
servien charges, which represent nm
wllacation of administrativa md other

SURVEY OF CURRENT BUSINESS

oxpensea incurred by parent companies
on behalf of thair foreign affiliates. Two
¢hanpas have been made in the baloaes
of peymants irestment of these receipts
end in the presentation given here.
Both changes only involve n rearranga-
ment of the accounts. First, the revised
balones of payments presentation puh-
lishad in the June 1971 SurvEy now
treats direct investiment royolties and
feez n3 port of income on .5, invest-
ments pbroad. Secondly, receipts from
film rentals to forsign affiliates of TS,
mation picture companies are now
ingluded in direct investment fees and
royalties. Previously, they weara in-
cludad in “other privete ssrvices" in
the balonce of payments prezentation.
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Income from dirset investment roy-
lties and fess (incleding film rentals)
roze $0.2 biilion in 1970, reaching n laval
of $1.9 hillion (Teble 8). About half of
the total and of the 1970 increase was
aceounted for by manufscturing nof-
filintes. Receipts from oil major sreas
rose in 1970, but European saffiliates
showed tha largest gain.

Foreign DHrect Investmentsin
the United States

The value of foreign divect invest-
ments in the United Stntes rose $1.4
billion to $13.2 billion in 1970, following
o rise of $1.0 billion in 1963 (table 9),
Capital inflows of $1.0 billion were up
sharply, whila reinvested earninga, t
$0.4 billion, wera about the same ns in
1969, Valuation adjustments ware small
in 1970 compared with a $0.3 billion
negntive adjustent in 1969, These
valuntion ndjustmenta reflect changes in
the value of cutsianding assalts held by
{oreign-owned U.5. compandes, pri-
marily securities held by insuronce
companies.

As hos been the cuse in recent years,
& substonticl portion {$0.8 billion) of
the large copital inflows in 1970 were
related to new scquisitions or incteases
in equity investmenta in w smnll num-
her of TS, componies, Two separate
transactions by British firms, one in the
petroleum indestcy and one in menu-
facturing, accounted for more thon 30,5
billicn of the total. The absence of such
lorge new investments in the frst hall
of 1971 suggests o much simaller incrense
in foreign direct investments in the
TUnited States this year,

Chapital inflows other thah new in-
vestments were $0.2 billion in 1970,
somewhet smpller than in 1969. Thesa
inflows wera primarily the result of
imtercompeny eccount transaations be-
tween Conadion firms and their manu-
focturing offilictes in the U.S.

In contrast to the sharp dechne in
profits of domestic firms in 1978, sern-
mgs of foreign-owned companies rose
slightly to $0.9 billion. Affilintes in the
peiroleum ond manufecturing indus-
tries, whose earnings represented mora
than 70 percent of the total, showed
smoll reductions. Howaver, trading
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offilintes (particularly Japanase-owned)
raported substantinlly higher enrnings,

Interosts, dividends, end bransh preol-
its, which neeount for most of the in-
come roceivad by foreign owners from
dirset investmeats in the United States
alsa rose slightly in 1970, Reinvested
earnings, at 504 billion in 1970, were
at the same lavel na in 1968

Techmical Note

The various direct investment ecin-
inga itams, including those shown in
tables 3, 6A, ond 8B, are defined
below and their derivation end rela-
tionship to each other are detailed.

Ttamn end dgfinition

1. Net earnings of foreign corpora-
tions: The U.8. parents’ saquity in tha
earnings of their foreign subsidinries
after provision for foreigm income
taxes, preferred dividends, and interest
paymenta.

2. Neat carnings of foreagn branches:
The enrnings of foreign branches of
U.5. componies after foreign incoms
toxes, but before depletion choargos end
U.5. toxes. Included with net earnings
of branches are the U.5, share in the
net esrhings of forsign partnerships,
sala proprietorships and ather types of
foreign orgnnizations. Al branch earn-
ingr= aré assumed to be repatriated to the
United States and thus are balance of
payments flow items. To the axtond that
bramch earnings sre lafé abroad they
are implicitly entered ns offsatiing
capital outfows.

3. Barnings: Net earnings of forsign
corporations pluz net sarnings of foreign
branches.

4. Groes dividends on sommon steck:
Dividends paid out by loreign corporn-
tions before deduction of withholding
tnxes paid to foreipn governments.

&. Foreign withhelding tex: A tox
withheld on the payment of dividends
a8 distinguished from income tases,
which ate imposed on the esrnings of »
business. Taxes nre elso withheld by
the payor on payments of intorest amd
prefarred dividends but both interest
and preferred dividenda are reported
te the Balanca of Payments Divisian
on & net basie and, therefore, our duta

SURVEY OF CURERENT BUSINESS

on withholding taxes relate only to
thase on common stack dividends.

6. Dividendsz: Dividends on common
or voing stosk only, net of foreign
withhelding taxes; dividends ara in-
cluded in income as balance of ponymenis
Aow items.

7. Praferred dividends: Dividends
receivad on preference or non-volihg
sheres nfier deduction of mny foreign
withholding toxes. Preforred dividends
are included in income ns baolance of
payments Aow items. Preferred divi-
dends are treated like interest in chese
accoutits even though on the foreign
company’'s books they are not charged
&5 a0 exXpense,

37

8. Interest: The net intersst received
ofL inteccompany accounts or on long-
term debt of foreign affiliates held by
the parent or other nonbank TN, in-
vastors, after deduction of nny foreign
withholding tnxes. Intersst is not in-
eluded in enrnings since it is deductad na
an expensa item by the foreign firm, but,
it i3 included in income ns & bolsnce of
poyments Howr item.

4. Intorest, dividends, snd braoch
exrniogs: The zom of dividends, pre-
farred dividends, and interesi received
by or credited to the account of the
U.S. owner—all net after foraign with-
holding toxes—plus branch earnings
after forsign taxes; nll before T1.5. Laxes.
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Balan¢e of Payments Fables

Pages 2044 of this jssue of the Sysvey present guarberly

data from 1060-T to 1985-IY for Balance of Payments inbles
1, 2, ond 3. Quarterly stotistios from 1866-1 through i971-1
were published in the June 1971 Bonvey, with revised data for
1970 through 1971-11 in the September 1971 inaue.
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